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1. Summary 



1.1 Introduction 

The National Consumer Council has been a key player in discussions 
about the use of credit, the extent of debt and the development of money 
advice services. Nine years ago in Consumers and Debt we said "the 
primary responsibility for funding money advice services must lie with 
central and local government. As creditors will also benefit we hope that 
financial institutions may be willing to provide partial funding". In 1990 
we published a detailed survey of existing services. Debt Advice Provision 
in the United Kingdom. We were represented on the Ezra Committee 
which looked at the funding needs of money advice services. The NCC's 
Chairman is a member of the Money Advice Trust and our Development 
Director is a member of the Money Advice Trust Advisory Committee. In 
1 990 we published a major report. Credit and Debt - The Consumer 
interest, which among other things recommended that there was an urgent 
need to secure long-term funding for money advice services. 

Currently the majority of funds for money advice comes from local 
authorities. The Money Advice Trust was set up with a target of raising 
£9 million additional funds over three years through voluntary donations 
from the private sector. Although some parts of the industry have made 
donations there are notable exceptions. In particular the building societies 
have been reluctant to contribute. 

Increasingly, as the level of consumer debt has risen and the resources for 
money advice services have remained woefully inadequate, thoughts have 
turned towards the idea of a statutory levy on the finance industry - instead 
of relying on voluntary donations. 

Although several organisations, including Consumer Congress, the 
National Association of Citizens' Advice Bureaux, the Advice Services 
Alliance and the Money Advice Association, have adopted policies in 
favour of a statutory levy, none has looked in detail at how different 
options might work in praaice. The purpose of this paper is to examine 
six possible options for partially funding money advice services through a 
statutory levy. 
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The paper addresses two main questions: 

□ how could a levy be allocated on an equitable basis among those 
involved in granting credit? and 

□ what method of raising finance approximates most closely to an 
ideal scheme? 

In the Appendix is data on the growth of the credit industry, consumers' 
use of credit, the extent of debt and the current provision of money advice 
services. 

This is a consultation paper and does not contain specific 
recommendations. We look forward to a wide range of responses on the 
issues raised in the paper (please see section 1.5 for some specific 
questions) and plan to follow up with a final report later in the year. 



1.2 The characteristics of an ideal scheme 

Any additional resources for money advice from the private sector must be 

seen to be additional to and distinct from the money currently contributed 

through local and central government. 

Against this background, any scheme to raise funds from the private sector 

should ideally be: 

□ universal - it should apply to all those providing credit; 

□ equitable between creditors; 

□ free from the risk of jeopardising the independence of money 
advisers; 

□ cheap and easy to collect; 

□ politically acceptable - there must be a strong measure of support 
both from the industry and from money advice services and any 
scheme must have the highest chance of being implemented by 
government. 
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Equitable between creditors 

It is likely to be crucial to the operation of any scheme that the money is 
raised in an equitable way. The existing approach of the Money Advice 
Trust - which asks for contributions on a voluntary basis of £1 0 per £1 
million of credit outstanding - is simplcrbut it has been criticised for not 
taking account of the debt problems associated with particular types of 
credit. It also hits hard at those Involved in mortgage lending because of 
the relatively large amounts loaned. Neither does It take Into account the 
level of risk of debt on home loans. 

A more equitable method would be to link a levy to cash arrears. 

However, there are problems of definition with "arrears". And a much 
greater transparency on the part of industry about levels of arrears would 
be essential. 

1.3 The funding options 

We analyse six funding options, according to the criteria set out above. 
This summary highlights the main conclusions reached about each option. 

(a) Additional charge on the consumer credit licence 

The Office of Fair Trading would be responsible for collecting the levy 
from all those who offer consumer credit. It would be an additional 
charge on the licence fee payable by all those who offer credit under the 
Consumer Credit Act 1 974. 

This option has the attraaion of making use of an existing statutory agency 
which already plays a regulatory role in the credit industry. But it would 
require a substantial input from industry if it were to be raised In an 
equitable way. It is not favoured by the government as it is a form of 
hypothecated tax (that is, a tax earmarked for a specific purpose) to which 
the government is opposed. 

(b) Direct statutory levy on credit-granting institutions (not linked to 
the credit licence) 

In effert this would turn the voluntary Money Advice Trust levy into a 
statutory one, though not necessarily allocated in the same way. 



3 



Printed image digitised by the University of Southampton Library Digitisation Unit 



National Consumer Courtcil 



In praaice this is not very different from an additional charge on the 
consumer credit licence fee although it may be more politically 
acceptable since there is no suggestion that the money would ever go into 
the Exchequer. 

(c) Charge made to the creditor related to debt recovery 

Creditors would pay a proportion of the money recovered from clients of 
money advice services towards the funding of those services. This is the 
mode! used to fund some sixty to seventy per cent of debt counselling in 
the United States. However, there are large differences between the nature 
and role of debt counselling services in the United States and the money 
advices services here. 

Money advisers have very strong reservations about this approach. They 
are concerned that it would threaten the independence of their services 
and that money advisers would in effea be providing a debt collection 
service for creditors. However, it is an option that might have support 
from the industry and it may be worth considering as a method of raising 
some of tie funas for money aovice on a voiuntary basis, to comp ement a 
lower level of statutory levy. 

(d) Bonding scheme 

Any organisation offering credit would be required to belong to a bonding 
scheme before it could do business. A lump sum would be paid at the 
beginning of the year and held by a body constituted for that purpose, or 
possibly by a trade body to which the responsibility would be delegated. 
The amount held in the bond is “drawn down* as and when clients make 
use of money advice services. 

This approach has the severe drawback that it would be based on 
information supplied about the level of use from money advice services. 
Given that there is a seven to tenfold shortfall in money advice services, 
this information could not be very reliable. For the bulk of existing 
lenders, the net effea would not be very different from a direa levy based 
on money advice service data. 
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(e) Trade association levy 

Under this option the responsibility for raising the levy would be delegated 
to the relevant trade body. 

This is not really a new option: it simply passes on to the trade bodies the 
problems of working out how to be the least unfair to their members. 
Moreover, not all creditors are members of trade bodies while some are 
members of several. 

(f) A levy on borrowers 

An entirely different approach would be a direct levy on the consumers of 
credit themselves. A charge could be made on each transaaion or on 
each account. This could be either a flat rate levy or one that takes into 
account the risk of debt associated with different types of lending. This 
levy could be seen as a form of compulsory insurance against the need to 
use money advice services. 

Detailed work would be needed to establish the best way of applying a 
Dorrower's evy. Oojeaions mignt oe raised tnat the consumer - ana not 
the industry - is paying. However, the industry would have to pay the 
administrative charges of colleaing the levy and of course, with any of the 
options, it will be the consumer who pays in the end, perhaps in the form 
of slightly higher interest charges. But in any event this is likely to be a 
very small amount compared to the benefits of having a properly 
resourced network of money advice services. 

1.4 Summing up 

On balance, a method of allocating the levy in proportion to the total cash 
arrears for each creditor appears to be the most equitable. Industry figures 
would be the best data source to calculate this. However, there are 
substantial hurdles to overcome - notably the definition of arrears and the 

commercial sensitivity about information which is not currently in the 
public domain. 
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Of the six methods to raise a levy, three are variations on a theme - an 
addition to the licence fee, a direa statutory levy or a trade association 
levy. The bonding scheme suffers from administrative hurdles and from 
the faa that it is based on existing money advice services and their 
information. 

The United States model may not be wholly acceptable to money advisers 
but it may be worth further investigation if it were seen as just one method 
of raising funds for money advice. A credit transaction or account levy 
offers a different approach and if consumers were not resistant to the idea 
it could prove to be a route out of the funding crisis. 

Moreover, the best solution is likely to be one where there is a mixed 
model of funding. Funding from central and local government could, for 
example, be increased by a combination of a statutory levy and a levy on 
borrowers. 

Any statutory levy would have to be allocated, colleaed and administered 
by a statutory body unless the statutory powers were delegated to a public 
seaor body or to non-statutory trade bodies. It should be stressed that the 
quid pro quo for a statutory levy is likely to be much greater requirements 
on money advice services to demonstrate their professiona' standing ano 
competence. Decisions will have to be taken about the sorts of services 
that would be funded. For example, would they have to demonstrate 
independence from the industry and what criteria would be used to assess 
this? Although a statutory levy would bring extra resources for money 
advice it would not be without its costs. A measure of autonomy may well 
be lost and the need for accountability for the funds could place 
constraints on how they are used. Money advice services need to decide 
if these costs are worth paying. 

1.5 About our consultation 

We very much hope for a wide range of views in response to this 
consultation paper. We shall draw them together and produce a final 
report later in the year. 

Please send your responses to Gillian Bull, Senior Policy and 
Development Officer, National Consumer Council, 20 Grosvenor 
Cardens, London SW1 W ODH. 
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1.5.1 

1.5.2 

1.5.3 

1.5.4 

1.5.5 

1.5.6 



1.5.7 

1.5.8 



We are happy to receive comments on any aspects of the paper. Here we 

draw your attention to some of the issues we are especially keen to have 
views on. 

Since the Money Advice Trust is unlikely to reach its target of raising 
funds for money advice services through a voluntary levy, do you think 
there is now a need for some kind of statutory levy? 

If not, please explain your reasons for this. 

Do you think that any form of statutory levy should be In addition to 
existing central and local government funding? 

How important is it that a levy is allocated on an equitable basis? 

Which method of allocating a levy on an equitable basis do you 
think is likely to be the most effeaive (seaion 5); 

□ based on a proportion of the amount of money repaid to a creditor? 

□ based on the number of problem debts for a particular creditor? 

□ based on the amount owed on the average problem debt for a 
particular creditor? 

□ based on the cash amount of arrears for a particular creditor? 

If, in order to calculate a levy, it is necessary to gather accurate 
information about the levels of arrears, how can this be best obtained? 

Measured against our criteria for an ideal scheme, which of the different 
forms of levy do you think is most appropriate {section 6): 

□ an additional charge to the consumer credit licence? (section 6.1 ) 

□ a direct statutory levy on credit-granting institutions? (section 6.2) 

O a charge on the creditor related to debt recovery? (section 6.3) 

O a bonding scheme? (section 6.4) 

□ a trade association levy? (section 6.5) 

O a levy on borrowers? (section 6.6) 

Do you think a mix of the proposed options would be the best way 
forward? If so, how do you think this could be achieved? 

Are there any other options for funding money advice which you think 
should be considered? 

How would these match up to the criteria outlined in seaion 3? 
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2. Funding money advice services: the background 

A number of recent studies have charted the substantial growth in the 
credit industry over the last decade. They have also cast light on the 
extent to which households make use of different kinds of credit and on 
the level of debt problems. Other research has gathered together 
information about the availability of money advice services and shows the 
shortfall In the level of services. Details of these research findings are in 
the Appendix. This is a summary of them. 

2.1 The growth in the use of credit, levels of debt 
and the provision of money advice 

The amount of consumer credit and other personal seaor borrowing 
outstanding in 1 980 was £64 billion. By 1 988 this had risen to £264 
billion. Table 1 shows the increase In consumer credit excluding 
mortgages over the last decade and Table 2 shows data including house 
purchase. 

Research has shown the extent to which households make use of different 
credit facilities and on the worryingly high level of debt problems. The 
most recent figures produced by the Policy Studies Institute in their study 
Credit and Debt in the United Kingdom showed that eleven per cent of its 
respondents had problem debts in the previous year. The survey was 
carried out in 1989 and interviewed 2000 families in Britain about their 
use of credit and payment difficulties. Each household in the survey on 
average had just under two debts and the average size of each debt was 
£620. The total of problem debts was therefore estimated as around £2.9 
billion. 

While the majority of households with problem debts owed money to one 
creditor, a significant number faced multiple debts. The Policy Studies 
Institute sun/ey estimated that 560,000 households had three or more 
debts and 1 70,000 had five or more debts. This Is a significant increase 
on the level of problem debts estimated by the Policy Studies Institute for 
1981. At that time, it was thought that 1 .3 million households faced 
problem debts. It was estimated in 1 981 that nearly two-thirds of people 
with problem debts owed money to just one creditor (compared with 59 
per cent in 1 989), and 1 30,000 households had debts with three or more 
creditors compared with 350,000 In 1 989. 
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Table 1: Consumer credit outstanding, by sector, 1979-88 {£ billions) 





Monetary sector* 
total credit 

card 


other 


Non-monetary sector 
credit insurance 

cos. cos. 


retailers 


Total 


1979 


5.5 


0.9 


4.6 


2.7 


0.2 


1.3 


9.7 


1980 


6.7 


1.1 


5.6 


2.8 


0.3 


1.6 


11.6 


1981** 


10.3 


1.6 


8.7 


1.1 


0.3 


1.5 


13.2 


1982 


12.6 


2.0 


10.6 


1.3 


0.3 


1.8 


16.0 


1983 


14.8 


2.6 


12.2 


1.8 


0.4 


1.9 


18.9 


1984 


17.4 


3.3 


14.1 


2.2 


0.7 


2.0 


22.3 


1985 


20.4 


4.1 


16.3 


2.8 


0.7 


2.2 


26.1 


1986 


24.0 


5.2 


18.8 


3.6 


0.8 


2.2 


30.6 


1987 


28.8 


6.0 


22.8 


4.3 


0.8 


2.6 


36.5 


1988 


34.4 


6.7 


27.7 


4.6 


0.9 


2.9 


42.8 


Notes: 


* Up to 1981 included credit companies recognised as banks. 
From 1982 included credit companies licensed to take deposits. 








** Included TSBs 













Table 2: 


Consumer credit and other personal sector borrowing outstanding, 1980-88 (£ billion) 

Personal Consumer credit 

borrowing 

house monetary retailers others total 

purchase sector 


Total 


1980 


52.3 


6.7 


1.6 


3.3 


11.6 


64.0 


1981 


62.0 


10.3 


1.5 


1.4 


13.2 


75.2 


1982 


76.2 


12.6 


1.8 


1.6 


16.0 


92.2 


1983 


91.2 


14.8 


1.9 


2.1 


18.9 


110.1 


1984 


108.5 


17.4 


2.0 


2.9 


22.3 


130.8 


1985 


127.6 


20.4 


2.2 


3.6 


26.1 


153.7 


1986 


154.0 


24.0 


2.2 


4.4 


30.5 


184.6 


1987 


183.5 


28.8 


2.6 


5.1 


36.6 


220.1 


1988 


221.9 


34.3 


2.6 


5.8 


42.7 


264.6 



Sources: Table 1 .1 3 and Table 11.1 , Credit and Debt - The Consumer Interest, 
NCC, 1990 and Financial Statistics, CSO, HMSO. 



9 



Printed image digitised by the University of Southampton Library Digitisation Unit 



National Consumar Council 



Further work has reviewed the level of advice available to those in debt 
and unable to resolve their problems. The National Consumer Council 
has estimated that there are the equivalent of some 290 full-time money 
advisers in the United Kingdom^ including 290 part-time unpaid workers 
who contribute the equivalent of 47 full-time workers. It is estimated that 
there is a seven to tenfold shortage in the provision of money advice 
services. 

2.2 The search for funding for money advice 

Against a background of deepening crisis in the numbers of people In debt 
and the shortage of money advice services, the Money Advice Trust was 
set up in September 1990 following the report on funding money advice 
from the Ezra Committee. Both the Ezra Committee report and the Money 
Advice Trust business plan provided a framework for the kinds of money 
advice services that needed to be developed. 

There had been increasing calls that the finance Industry should make 
contributions to money advice services. Francis Maude, then Minister for 
Corporate Affairs and now Financial Secretary to the Treasury, said "it is 
not only part of the responsibility of the private sector but it is very much 
in its commercial interest to provide support for money advice services" 
(Hansard HC 13 April 1988). Sir Cordon Borrie, Director General of Fair 
Trading, and Robin Leigh-Pemberton, Governor of the Bank of England, 
have also stressed the importance to the private sector of funding money 
advice. In his first annual report Sir Gordon Borrie wrote: 

^'Voluntary aaion - whether it arises from cortsideratioris of morality 
or enlightened self-interest- can also assist those who do become 
victims of the credit-orientated society in which we live. I would 
like to see a greater commitment on the part of the major lenders to 
providing material assistance to the many advice centres, Citizens 
Advice Bureaux, and hundreds of other advice and help-giving 
agencies who are in the front line dealing with the casualties ... 

"... but I conclude with a special appeal to banks, finance 
companies and other credit providers. They should all, individually 
and collectively, give serious thought to their social responsibilities. 

I know that modest contributions are made to money management 
initiatives and to a handful of money advice services. But I am 
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looking for a dramatic increase in the commitment of the finance 
industry.UOfiice of Fair Trading Annual Report 1 987, part 1 - 
Credit, Debt and Morality.) 

Robin Leigh-Pemberton, has also called on the credit industry to address 
the problems of debt constructively: 

'7 would urge all those concerned with the granting of consumer 
credit to consider whether they are doing enough, either themselves 
or by supporting those agencies which advise the borrower." (Bristol 
Leaure of Chartered Institute of Bankers, November 1 988.) 

The government has made it plain that it would like to see the credit 
industry provide funds towards money advice services. In response to a 
parliamentary question about whether the government had plans to 
increase the funds allocated to money advice services, Edward Leigh, 
Minister for the Department of Trade and Industry replied: 

"My Department does not provide funds specifically for money 
advice services and has no plans to do so. The main provider of 
money advice nationally is the citizens' advice bureaux advises on 
debt problems as part of its general advisory work. Individual 
bureaux are funded mainly by local authorities. My Department 
funds the National Association of Citizens Advice Bureaux and 
Citizens Advice Scotland which provide the support services to the 
local bureaux. The total DTI grant-in-aid in 1991/2 to NACAB and 
CAS will be about £12 million. Many lending institutions have 
already provided funds to support money advice services: the 
Government would like to see more following that lead." 

(Commons written answer, 22 November 1 991) 

This consultation paper is not primarily about the need for money advice 
services nor the kinds of service that are needed. These issues were the 
focus of the work of the Ezra Committee and more recently the Money 
Advice Trust. In the Money Advice Trust business plan a framework for 
different kinds of service was developed. 
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Nor is it about why the finance industry should contribute towards money 
advice and the attitude of the credit industry towards funding it These 
issues were explored in The Finance Industry and Money Advice - 
Committed or Not? (National Association of Citizens Advice Bureaux 
Occasional Paper 20, 1989). 

One hundred and seventeen companies including building societies, 
banks, credit card companies, finance houses, retail creditors, insurance 
companies and the utilities responded to the National Association of 
Citizens' Advice Bureaux questionnaire. They were asked a wide range of 
questions about who should provide money advice, the perceived benefits 
of money advice, attitudes towards charitable donations In general and to 
money advice in particular and details of their own charitable giving. 

The companies were asked if the intervention of money advice was 
beneficial to them. Forty-six per cent of the respondents said that it had 
been beneficial and twelve per cent said that it was of little benefit. 
Forty-two per cent responded that they “can't really say”. The report 
concluded: “what seems clear is the widespread acceptance of the 
principle of money advice but the doubts arise over practical aspeas once 
the business of negotiating an acceptable arrangement begins." 

A cross-analysis of the views about the benefit of money advice and the 
level of contact with money advice agencies suggested that greater 
experience of money advice agencies had a positive effect on the 
perceived benefits. “The message seems to be the more a company 
understands how an independent money advice service works the more 
appreciative it is of what money advice is trying to achieve and the more 
sympathetic it is to an agency's involvement” (page 37). 

As well as asking in general about charitable donations, the survey asked 
specifically about company attitudes towards funding money advice. 
Respondents were asked who they felt should be responsible for funding a 
nationwide money advice service. Seventy-one per cent said central 
government, forty-three per cent said local government and sixty-six per 
cent said financial institutions. There was a clear feeling that central 
government should play a major role but a majority of companies also 
recognised that they themselves had a funding role. 
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The task of the Money Advice Trust is to raise money to fund money 
advice services through voluntary contributions from the private sector. 

Its target was £9 million over three years. In order to raise this, the Money 
Advice Trust has suggested a guideline contribution of £10 for each 
£1 million of outstanding credit for each institution. 

While the response from some institutions has been good, overall the 
target will be difficult to reach without wider support from the credit 
industry, particularly from building societies. The most recent figures 
show that cash received by the Trust stands at about £275,000. 

Money raised by the Money Advice Trust 

Cash received (1 991 ) £275,000 

Cash pledged (1992/93) £349,000 

Staff secondrr>ents (1992/93) 

to the value of £450,000 



Source: Money Advice Trust 1 991 



Increasingly, as the number of people in debt rises and the shortfall in 
funding for money advice becomes more urgent, thoughts are turning 
towards the need or desirability of funding money advice through 
contributions from the private sector by way of a statutory levy. Consumer 
Congress, the National Association of Citizens' Advice Bureaux, the 
Money Advice Association and Citizens' Advice Scotland have all adopted 
policies in favour of a statutory levy. 

In Credit and Debt - The Consumer Interest published In 1 990 we 
recommended that; 

"We should like to see a major part of this money [from the 
Consumer Credit Aa licence fee] diverted directly to money advice 
services, to be negotiated by the Department of Trade and Industry 
and the Office of Fair Trading." 
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We also recommended: 

"It is an absolute priority that secure long term funding is provided 
for money advice services through the Department of Trade and 
Industry and the Lord Chancellor's Department" 

There would be benefits not only to consumers and money advisers from 
adequate resourcing of money advice services but also to the finance 
industry and the government. The industry is likely to benefit from the 
intervention of money advisers who, as one of their functions/ are able to 
negotiate realistic repayment schedules. The finance industry will be seen 
to be benefiting the communities they serve by contributing to the 
alleviation of debt problems. From the government's point of view there 
must be real benefit in a service that helps to reduce the enormous social 
costs of people in debt and the demands that this makes on other statutory 
and voluntary agencies. 

The purpose of this paper is to explore the different ways in which a 
statutory levy could be raised. Some of the options outlined could serve to 
make the voluntary scheme more acceptable to contributors. The paper 
also points to some of the dangers and difficulties of imposing a statutory 
solution. 

The paper does not make specific recommendations for the best option. It 
is a discussion document, to take the debate about a statutory levy 
forward. 
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3. The characteristics of an ideai levy scheme 

Before discussing any of the options in detail, it is worth outlining the 
charaaeristics which could be expeaed in an ideal scheme. Although it 
is unlikely that any single system will match up to this ideal, we test each 
option against these criteria. In addition there are certain safeguards that 
should be built Into any scheme to ensure that the existing funding for 
money advice services is safeguarded. 

Currently the majority of funds are provided through local authorities. 

Both the Ezra Report and the Money Advice Trust business plan recognised 
that any additional funds should not replace this funding but be in 
addition to it. The Ezra Report said: 

"Funds obtained from the private sector are seen as additional and 
distina from any money received from local authorities, central 
Covernment, and charitable trusts. Involvement by the credit 
industry is viewed as complementing the traditional source of 
finance. Local authorities are expeaed to maintain their historic 
role in funding local money advice posts." (Ezra Report 1.5) 

Following on from this, the Money Advice Trust business plan said: 

"... given the over-riding need to increase the resources devoted to 
money advice, it is essential that any additional funds raised by or 
through the MAT should be used to improve the service and not to 
replace current public funding." (Money Advice Trust Business Plan) 

We endorse this position and consider that a fundamental criterion for any 
statutory scheme must be that funds raised are in addition to existing 
sources of funding. Indeed, the key to long-term viable funding for money 
advice services may well be through mixed forms of funding. There needs 
to be a balance between the three distina sources of funding - central 
government, local government and the private seaor. In terms of 
private-seaor funding, the best model may be a hybrid which combines 
some of the options discussed in the paper. 

Alternatively, there is an argument that central government should be 
responsible for money advice funding and advice services generally and 
that this should be paid for from general taxation. 
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These are the characteristics we believe are essential to an ideal scheme to 
raise funds from the private seaor; 

(a) Universal - it should apply to all organisations providing credit 

The Policy Studies Institute study Credit and Debt in Britain (1990) and a 
number of earlier studies showed the high incidence of problem debts 
with organisations which are not part of the conventional credit industry - 
notably through arrears on fuel bills with gas and elearicity boards and 
rent arrears with local authorities. In principle, all such creditors should 
be included in any mechanism to raise money from the credit Industry. 
However, as can be seen from Table 1 0 in the Appendix, local authorities 
are already major contributors to money advice. It is therefore suggested 
that local authority rent arrears should be left out of the overall 
calculations in the first Instance. This Is consistent with the aims of the 
Money Advice Trust to raise "new" money, without threatening existing 
funding. In addition, any system should minimise the possibilities of the 
finance industry circumventing it. 

(b) Equitable between creditors 

This is discussed in more detail In seaion 5. 

(c) Free from the risk of jeopardising the independence of money advisers. 

The independence of money advice services is an extremely important 
feature and strength of the service. Money advisers see themselves as 
advocates for their clients and not surprisingly have reservations about 
being (or appearing to be) in the pay of the very creditors with whom they 
may be negotiating. This means that conflicts of interest in their funding 
should be kept to a minimum and that any payments must be received and 
administered in a way that seeks to maintain this independence. 

(d) Cheap and easy to collect - the administrative load for advisers and 
creditors should be kept to a minimum. 

Having said that, any levy must be based on sound information gathered 
in a consistent way. This requirement would take on an even greater 
importance should a statutory scheme replace the voluntary one. 
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(e) Politically acceptable - which realistically suggests the need for 
a strong measure of industry support. 

Any scheme should also be acceptable to advisers and consumers and 
have the greatest likelihood of being implemented by government. 

In addition, it would be preferable if funding were index-linked in some 
way, so that the real value of the contribution from industry were 
maintained from year to year. Any mechanism which links the levy to the 
cash value of debts (or of credit) is likely to satisfy this requirement. It is 
unclear whether this would be true for a link to the number of problem 
debts. 
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4. How a statutory scheme would work 

Any statutory levy will need to be allocated, collected and administered 
by a statutory body unless, as with regulation under the Financial Services 
Act, the statutory powers of the Secretary of State are delegated to a public 
sector body. 

Alternatively, the statutory body may be given the power to delegate the 
administration and collection of the levy to non-statutory trade bodies. 

The Department of Trade and Industry is proposing this sort of approach in 
the context of implementing the EC package travel direaive. Here, the 
Civil Aviation Authority will be empowered to delegate its responsibilities 
« including raising money to protea pre-payments and to repatriate 
holiday-makers should a tour operator go bust - to approved bodies. This 
would be likely to include the relevant trade bodies such as the 
Association of British Tour Operators and the Tour Operators Study Group. 

Whichever route is taken, clear lines of accountability - ultimately to 
parliament - will be required, as will mechanisms for ensuring that 
government, industry and money advisers are all assured that money is 
properly and fairly allocated. 

A statutory levy may well have the support of substantial parts of the 
industry, particularly perhaps from those institutions which are currently 
paying under the voluntary system and which consider it unfair that others 
are not. However, it would be naive to assume that there would not be 
opposition from some companies, or even entire seaors. This will place a 
substantial responsibility on the body charged with administering the levy 
to arrive at an equitable mechanism for allocating it. 

In arriving at a suitable struaure, it would be worth looking at that 
adopted within the advertising industry to raise funds for self-regulatory 
purposes. A levy off! per £1,000 of gross media costs, amounting to 
some £2.6 million In 1991, is raised by the Advertising Standards Board of 
Finance. This money is handed over to the Advertising Standards 
Authority which Is responsible for the self-regulatory aaivities. The 
Advertising Standards Board of Finance and the Advertising Standards 
Authority each has a separate board. The ASA has a substantial majority 
of non-industry members. So a clear separation is made between the 
activities of raising the money and disbursing it. 
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A similar model may well be of benefit in funding money advice, with the 
Money Advice Trust taking on the role of applying the funds raised by a 
statutory body. 

It should be stressed that the quid pro quo for accepting a statutory levy 
may be much greater requirements on rtloney advice services to 
demonstrate their professional standing and the experience and 
qualifications they bring to bear. Indeed, such requirements may be 
prerequisites before funds are made available for particular projects. 
Perhaps more fundamentally, decisions will have to be taken about what 
sorts of money advice service would be funded. For example, would they 
have to demonstrate complete independence from the industry, and if so 
what criteria would be set to assess this? Or would some forms of advice 
provided by the industry itself qualify? 

There should be no doubt that, if a statutory levy were introduced, some 
flexibility and autonomy in money advice services would be reduced. 
Money advice services need to be satisfied that the price is worth paying 
and that the advantages of a statutory levy outweigh the alternative of 
further attempts to make the voluntary approach work effectively. 



19 



Printed image digitised by the University of Southampton Library Digitisation Unit 



National Consufnar Council 



5. 'Equitable between creditors’ 

It is likely to be crucial to the credibility of any lasting scheme that money 
is raised in an equitable way. 

5.1 The current voluntary levy 

The existing approach of the Money Advice Trust - a voluntary 
contribution of £1 0 per £1 million of outstanding credit - has the very real 
advantage of simplicity. Problems of definition are not great, and the 
voluntary nature of the scheme means that the true level of a company's 
outstanding debts on consumer credit is not necessarily revealed, should 
this be viewed by a creditor as commercially sensitive information. 

However, the scheme can be criticised for not taking any account of the 
debt problems associated with a particular type of credit. In particular, 
this approach hits hard at those Involved in mortgage lending, because of 
the very large sums involved in this form of finance, as illustrated by Table 
3. Under this method of calculation, building societies are liable to 
contribute some sixty per cent of the funds - a figure which, it could be 
argued, does not fairly reflea the risks of debt associated with their 
lending nor the security attached to it. It would seem more equitable to 
search for some mechanism of allocating any levy or indeed for raising 
voluntary funds by linking the amount raised to the likelihood of the 
debtor needing the services of a money advice agency. 

This suggests that a levy based on turnover or on profits should also be 
discarded, since it is hard to see a causal link to the problems which might 
ensue. 

On the face of it, linking the levy to the level of interest charged by the 
creditor may seem attraaive, on the grounds that the higher the rate the 
higher the risk and the greater chance of problems. However, this 
underlying assumption would be disputed by many, and the administrative 
problems of allocating a levy linked to varying interest rates in the general 
economy and within credit institutions suggests that this too should be 
abandoned. 
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Table 3: Levy based on current outstanding credit 

Breakdown of 
outstanding 
credK 



% 

Mortgages 83 

Building societies 
Banks 

Other (eg local authorrties) 



A levy based on the 
breakdown (for every 
loop of outstanding 
credit) 
£ 



60.00 

13.00 

10.00 



Consumer credit 17 

Banks: personal loans 

credit cards 
Finance houses 
Retai'ers 

Mail order and utilities 
(for sales of products) 



83.00 

6.00 

2.50 
6.00 
1.00 

1.50 



Source: Retail Credit Group, 1990 



17.00 



This suggests that a levy based on turnover or on profits should also be 
discarded, since it is hard to see a causal link to the problems which might 
ensue. In the next seaion, we look at a number of different options. But it 
must be noted that the price of greater equity is likely to be a greater need 
for public information about the level of problem debts associated with 
individual creditors, for example through arrears figures. While some of 
this information is available for some seaors, such as mortgages, in many 
it remains confidential. Data sources are discussed In more detail in 
section 5.4. 
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5.2 Which system of calculation is the fairest? 

The major remaining options for allocating the levy more equitably would 
be to base it on: 

(a) a proportion of the amount repaid to a creditor when money advice 
services set up repayment schedules. 

This is the approach adopted in the United States and is discussed in more 
detail in seaion 6.3. It creates a direa link between payments arranged 
by the money advice services and funding received by them. This could 
be viewed as a "payments by performance" method which, while having 
attractions for the industry, may be viewed by money advice services as a 
strong threat to their independence. As we show later, there are other 
objections too; 

(b) the number of problem debts for a particular creditor as a percentage of 
the total number of problem debts for the whole industry 

This approach would have the disadvantage of penalising creditors which 
lend little but often - for example weekly collected credit - where a 
relatively high absolute number of debts might be expected. Nor would it 
reflect the faa that when debts are paid back on a pro-rata basis, a 
creditor with larger loans gets more in cash. It would have the advantage 
of refleaing, to some extent, the load on the money advice services, since 
the greater the absolute number of debts, the more this is likely to stretch 
those services; 

(c) the amount owed on the average problem debt for a particular creditor as 
a percentage of the total of average debts for the industry 

The size of a problem debt is taken to be the amount In arrears, not the 
total amount advanced on that problem account. This approach penalises 
the large lenders (the mortgage lenders) although it refleas the faa that 
they should get more back through money advice intervention, 
particularly as housing is a priority debt and receives substantial support 
through the social security system. It takes no account of the frequency 
with which problems present themselves at money advice services. The 
overall total of average debts is a somewhat arbitrary figure, with little real 
significance; 
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Table 4: The distribution and average amount of problem debts among respondents to the 1 990 PSI survey, 
and the various calculations of a levy based on those distributions 



Parcentage of total levy 
H baaed on: 



Number of 
problem debts* 


Average 

debt 

£ 


number 
of debts 
% 


cash 

arrears 

% 


average 

debt 

% 


Mortgage 


29 


1830 


11 


31.1 


37.2 


Electricity ** 


40 


175 


15.2 


4.1 


3.6 


Gas ** 


36 


159 


13.6 


3.4 


3.2 


Overdraft 


50 


1325 


16.9 


38.8 


26.9 


Credit/store cards 


32 


379 


12.1 


7.1 


7.7 


Catalogue 


29 


167 


11.0 


2.8 


3.4 


Instalments *** 


23 


206 


8.7 


2.8 


4.2 


Loans 


25 


681 


9.5 


10.0 


13.8 



Notes: * Based on the analysis of different types of debt in the PSI study 

** Only fuel bills 

*** Includes gas and electricity showroom sales 
Source: PSI, Credit & Debt in Britain, 1 990, Table 200. 

The % figures have been calculated as follows: 
if n(x) = number of problem debts for a given type of loan, and 
if £(x) = average debt for that type of loan, then 
% for X based on number of debts = n(x) 4-sum of all n(x) x 100 
% for X based on cash arrears = n(x) x £(x) + sum of all n(x) x £(x) x 100 
% for X based on average debt = £(x) 4- sum of all £(x) x 100 
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(d) the cash amount of arrears for a particular creditor as a percentage of 

the total arrears for the industry. 

This measure would take into account both the size of debts and the 
frequency with which they occur, since both factors are ingredients in the 
total. It should therefore be fairer as between small, frequent problem 
debts and larger, but less frequent ones. 

These last three approaches give markedly different results. In the absence 
of detailed industry data on the number or level of arrears, the Policy 
Studies Institute study Credit and Debt in Britain has been used to give an 
indication of these differences. Table 4 (based on Table 200 from the 
Policy Studies Institute) provides details of the number of problem debts 
for different categories of loan and their average size. This is defined as the 
amount in arrears, not the total amount advanced. Certain debts have 
been excluded - for example, those that relate to local authority debts (rent 
or rates/poll tax) for the reason given in seaion 2. Loans from friends or 
relatives have also been excluded. 

Table 4 highlights some of the points made in the earlier discussion. For 
example, with electricity and gas, the percentage contribution is markedly 
higher when based on numbers of debts than on cash figures. The reverse 
applies in the case of mortgages, where the average debt is substantially 
higher than for other types of loan. The table also Illustrates problems of 
definition discussed further in section 5.4. In the case of overdrafts, the 
wno.e amount owing wnen tne account gets into proo’ems has been 
counted as the arrears, leading to a very high average figure. 

Looking in more detail at the figures for mortgages, it can be seen that they 
vary from 1 1 per cent to 37.2 per cent depending on the method of 
calculation. In order to get some feel for how these figures might compare 
with the Money Advice Trust figures, let us assume that the incidence of 
problem debts for banks, building societies and other mortgage lenders Is 
roughly proportional to their respective amounts of outstanding credit and 
that the average arrears are similar for each seaor. 

Table 5 then gives a very rough indication of what proportion of the total 
levy might be expected from each of these sectors in respea of their 
mortgage business. The figures show a marked reduaion for each of the 
sectors, whatever basis is used. 
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Table 5: Levy contributions for mortgages, by sector 



Percentage of total levy If based on: 





number 


cash 


average 


Money 




of debts 


vrears 


debt 


Advice 

Trust* 




% 


% 


% 


% 


Building societies 


8.0 


22.5 


26.9 


60 


Banks 


1.7 


4.9 


5.6 


13 


Other (eg local authorities) 


1.3 


3.7 


4.5 


10 



Note: * The MAT calculation is based on contributions of £1 0 per £1 million of 

outstanding credit. 



5.3 What data should be used to calculate the levy? 

One approach might be to gather statistics from all money advice services, 
and analyse them by the number of problem debts for each creditor and 
the size of each such debt. However, money advice services are accepted 
to be thin on the ground and unevenly distributed throughout the country. 
There is between a seven to tenfold shortfall in provision. Any measure 
which looks only at clients of money advice services necessarily misses 
out the large proportion who are estimated to need such services but are 
not getting them. 

Such statistics are likely, at the present level of provision of services, to 
give a distorted picture of the potential need, depending on the creditor 
involved. In particular, some lenders operating on a limited geographical 
basis may not be represented at all, while others may be over-represented. 
It is also doubtful that the data collected at present is consistent enough to 
form an adequate basis for a levy, particularly for a statutory one. This Is 
not to say that in the future it may not provide a valuable basis nor does it 
diminish the need for money advice services to keep records in such a 
way that such an analysis can be done. 

It would seem more appropriate to base any calculations of levy on 
statistics providing a wider picture of the problems of debt in the 
population as a whole. Such figures could be generated on a sector basis 
by periodically repeating parts of the recent PSI study (which gave a 
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snapshot of the incidence of debt in the UK in 1 989) though with more 
focus on sector-specific data. These figures would have to be 
supplemented by further information if creditor-by-creditor breakdowns 
were required. 

The alternative would be to rely on figures provided by the industry. One 
would hope that there would be a fair measure of agreement between the 
statistics derived from these two sources as to incidence and amount. On 
balance, the industry figures may be more appropriate, mainly on the 
grounds that they should be less costly to generate and the Industry which 
is being levied is likely to have greater faith in them. 

Two major problems remain. The first is of definition - when is an account 
in "arrears" and what cash value should be attached to it? For example, 
utility bills are payable as soon as they are delivered. Yet even the best 
payers, who pay on the nail, will be - notionally at least - "in arrears" for 
the few days it takes to arrange payment. At what point, does an account 
become a problem? Should the time period before an account counts as 
being in arrears be the same for a mortgage as for a provident check? 
Similarly, what is the size of the debt with an overdraft which is not being 
paid off - the whole amount or some lower figure (Table 4 gives an 
indication of the scale of debt arrived at if the whole amount is taken into 
account)? With credit cards, is the amount of the debt the minimum 
payment required each month, or the total outstanding? These are major 
issues which would need to be resolved before any progress could be 
made. 

The second problem relates to commercially sensitive information. While 
the problems of definition may be resolved, creditors may be extremely 
sensitive about revealing the number of their problem accounts and the 
level of arrears they are carrying. Any statutory levy based on these faaors 
will necessarily provide detailed information to competitors and the 
public. It may be possible for this information to be provided on a 
confidential basis to the statutory body. However, eventually it is likely 
that it would become public knowledge. A compromise may be to use 
survey data for a seaor breakdown, with the detailed allocation within 
each seaor being left to the relevant trade bodies to determine. 
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5.4 Summing up 

The analysis above demonstrates that there is no easy way of finding an 
equitable basis for allocating a levy, whether on a voluntary or a statutory 
basis. Nonetheless, there appear to be avenues to explore which should 
be more equitable than the existing “outstandings" basis, and therefore 
more acceptable to the industry. 

The United States approach is explored in seaion 6.3, and Is alone in 
relating the funding directly to the money paid back to creditors. It could 
perhaps prove a useful supplement to other approaches. The principle 
underlying it - funding related to cash repaid to creditors - could, in fact, 
be applied to a number of the options outlined in section 6. The 
advantages and disadvantages of such an approach are described in 
section 6.3. 

Of the remaining routes, a link to cash arrears (the amount owed in cash 
terms) using industry-generated figures seems to offer the best combination 
of allowing for both incidence and size of debts. But there are problems 
of definition to be overcome, as well as a need for much greater 
transparency about levels of arrears. 

In the next section, we explore a number of different ways in which 
funding for money advice could be raised. In the majority, some equitable 
method of allocation would need to be applied. 
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6. Six funding options examined 

6.1 An additional charge on the consumer credit licence 

All those wishing to offer credit to individuals or which are in a 
credit-related business, such as credit brokerage or credit referencing, 
must have a consumer credit licence issued by the Office of Fair Trading. 
This requirement now also covers the recently privatised industries, such 
as British Gas and the elearicity boards which were previously exempt. In 
1990, 25,367 new licences were issued, of which 4,798 related to the 
provision of consumer credit (excluding credit brokers). Since 1976 when 
licensing was first introduced, 83,999 licences for the provision of 
consumer credit have been issued. 

Taken at face value, a levy of £3 million a year split among all these 
creditors would amount to a mere £35 a year or so for each creditor. 
Unfortunately, information is not available from the Office of Fair Trading 
on the number of licences which are still current. This is because initially 
the licence ran for fifteen years and the first round of renewals is only now 
taking place. A recent change in the law means that renewals will now 
take place every five years, so the situation should eventually improve. 

But realistically the levy will still have to be shared among the much more 
limited number of creditors already approached by the Money Advice 
Trust, which would just total some hundreds. 

The current charges for a consumer credit licence are extremely low - £70 
for a sole trader and £1 75 for a partnership, company or other organisation 
- and are paid on a one-off basis when the licence is first issued. Multiple 
applications for different types of licence can be made for the same fee. So 
the totals for new licences given above do not equate to the number of 
firms involved. Revenue from the licence fees goes to the Treasury and is 
pooled with all other taxes - it is not earmarked to cover the cost of the 
licensing process. Information on how much is raised through licence fees 
is not publicly available. 

With this option, the Office of Fair Trading would be responsible for 
colleaing the levy from all those actively offering consumer credit. This 
may seem a relatively simple process, since the Office of Fair Trading 
already has the most comprehensive list of all those involved in the credit 
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industry. In addition, as an existing statutory body, it is well placed to take 
on additional statutory powers (which could be restricted to fund-raising, 
as outlined in seaion 3). 

Analysis against our "ideal** criteria reveal some of the advantages of this 
approach, but also some significant disadvantages. 

(a) Universal? As we have said the Office of Fair Trading is well placed 
to capture all involved in offering credit. However, the huge number of 
licences point to substantial administrative problems before the data held 
by the Office of Fair Trading could be used for levy purposes. 

(b) Equitable? The existing consumer credit licence fee is a flat amount, 
no matter how large or small the amount of credit transaaed. Clearly, a 
flat addition to the levy would be inequitable in the extreme so that some 
sort of weighting, on the lines discussed in seaion 4, would be required. 
The existing information held by the Office of Fair Trading does not 
include details of volume of business transaaed, nor levels or amounts of 
arrears. 

(c) Independence of advisers? It would be totally arms length, so there 
would be no risks of jeopardising independence. 

(d) Cheap and easy to collect? The Office of Fair trading currently has 
little contact with its licencees on an on-going basis. Assuming that the 
levy would have to be collected on an annual basis, systems would have 
to be set up for such contaa to be made. In addition, the Office of Fair 
Trading currently focuses on the type of licence being issued rather than 
on the sector from which the application came. Many institutions which 
carry out a variety of credit-related business will have a number of 
different licences. So the Office of Fair Trading would have to re-analyse 
its data to enable it to support a rather different funaion. Once these two 
tasks had been done, collection should be straightforward, with the added 
benefit that the Office of Fair Trading could withdraw the licence if a 
creditor failed to pay. 
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(e) Politically acceptable? The government is unlikely to view this 
proposal with much favour, given its opposition to hypothecated funds 
(that is, taxes earmarked for specific purposes). In addition, there would 
be substantial additional costs to the Office of Fair Trading which would 
have to be met out of public funds, unless the levy itself covered these 
costs. 

Verdict 

This option has the attraction of making use of an existing statutory body 
which already plays a regulatory role in the credit industry. But it requires 
substantial input from the industry if the levy is to be allocated in an 
equitable way, and is not favoured politically. 

6.2 A direct statutory levy on credit-granting institutions 
(not linked to the credit licence) 

In effect, this would make the voluntary Money Advice Trust levy a 
statutory one, though not necessarily allocated In the same way. This 
proposal is not analysed in detail as it is broadly similar to the one above. 
It might make sense for the statutory responsibility to be given to the 
Office of Fair Trading for the reasons stated above or to be shared between 
the Bank of England and the Building Societies Commission for their 
respeaive constituents, with the Office of Fair Trading having 
responsibility for the remaining pool of creditors. There would be the 
same need for information on which to base the levy, and the Office of 
Fair Trading would be faced with similar administrative tasks though 
possibly on a less extensive scale to those outlined above. It may be 
marginally more politically acceptable, since there is no suggestion that 
this money should ever go into the Exchequer. 

Verdict 

In practice, this would not be very different from an additional charge on 
the consumer credit licence, but may be slightly more politically 
acceptable. 
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6.3 A charge on the creditor related to debt recovery 

Creditors would pay a proportion of the money recovered from the clients 
of money advice services towards the funding of those services. This 
system generates some sixty to seventy per cent of the funding for debt 
counselling in the United States. : 

There the system operates on a voluntary basis and creditors are asked to 
contribute fifteen per cent of the money recovered. In reality, money 
advice services end up with approximately ten per cent of the recoveries. 
Payments made by creditors to these not-for-profit organisations are tax 
deductible. Each money advice centre operates autonomously rather than 
contributions being made to a central agency. The advisers set up 
repayment packages for their debtors and receive from them a monthly 
payment to cover the agreed sum. The money advice centre then sends 
payments to individual creditors on a pro-rata basis either having 
deducted the fifteen per cent charge, or in the hope of receiving it back 
from them. 

The client is credited with the full payment whether or not a contribution 
is made to money advice services. In part, the involvement of creditors in 
the system is a result of moral pressure. But debt counsellors also point to 
the fact that the fifteen per cent contribution is substantially lower than the 
thirty to fifty per cent charged by debt collectors. They counter the 
argument that at least the thirty per cent or whatever is spent solely in that 
creditor's interests by pointing out that this very aaion by the creditor 
could push the debtor into bankruptcy - with no payments to anyone, 
rather than the pro-rata ones under the negotiated repayment package. 

In 1989, 314,000 debtors went to counselling interviews in the US, 
resulting in 1 1 6,000 debt management programmes being set up. 
Repayments of $414 million were made under them (ie. some $3,500 per 
client), generating around $40 million for debt counselling. In addition to 
payments from creditors, many services make charges (varying from $30 to 
$270 a year) to the debtors themselves. Estimates for 1988 suggested that 
the average client of a debt counselling service earned the equivalent of 
about £1 0,000 a year and had debts of £6,500 to eleven creditors. 
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Before assessing the system in a United Kingdom context, it is worth 
considering how debt counselling is struaured in the United States. The 
majority of debt counselling agencies are members of the National 
Foundation for Consumer Credit (some 500 members in all). The 
Foundation sets standards and guidelines for counsellors, assists in the 
establishment of new services and provides training manuals and courses. 
Each member is inspected each year by the Foundation, and must abide 
by its Code of Ethics. Among other things, the Code requires that all 
creditors should be treated equitably, so debt repayments should be made 
on a pro-rata basis. The Code restricts the service that can be offered to 
"financial and debt counselling". Although this term is not defined, in 
praaice the vast majority of services advise on consumer credit debts only 
- leaving out rent, mortgage arrears, fuel debts and so on. Social security, 
too, tends to be referred elsewhere. The Code also precludes its members 
from offering legal advice (for example on bankruptcy). 

Each of the members has a governing board which may consist of up to 
forty per cent of credit granters. In the majority of cases, creditor 
representation lies between twenty five and forty per cent. 

This overall picture of debt counselling services in the United States is 
substantially different from that in the United Kingdom. However, in the 
United States there is one major exception to the generally more restricted 
approach, notably the New York Budgeting and Credit Counselling Service 
(BUCCS). This service offers the full range of advice, has in-house legal 
staff, and has a Board without any creditor representation. It receives 
about fifty per cent of its funding through payments from creditors. The 
average repayment per person is some $400 a year. It is worth noting, 
however, that where the debt involved is a mortgage, BUCCS do not ask 
for the fifteen per cent donation. Rather, they look to the lender for 
forbearance in dealing with the debt, and possibly a lump sum donation 
towards the general funding of the service. 

How does this approach match up to the ideals? 

(a) Universal? Provided that creditors such as the utilities and mortgage 
lenders are brought into the scheme, there is no reason why all lenders 
should not be included. However, as described in Section 4.2, because of 
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the poor coverage of money advice services, and particularly in some 
areas, there is a risk that some lenders might escape altogether and others 
may be under-represented among money advice clients. 

(b) Equitable? In so far as the contribution is based on pro-rata payback 
to the creditors, this seems an equitable approach. Particular attention may 
need to be given to the treatment of priority debts. However, in many 
circumstances, clients of money advice services are simply not able to 
pay. If certain creditors are over-represented in this group, then their 
contribution will be disproportionately small. There is insufficient 
available information to judge whether or not this is the case. In addition 
some creditors will simply not recognise the role of money advice services 
and insist on pursuing the collection of their own debts. These creditors 
would not be caught by this option. 

(c) independence of advisers? There are considerable reservations about 
this approach to funding money advice from money advisers. They 
consider that It flies In the face of an independent, free service to their 
clients where the clients are encouraged to take responsibility for their 
own repayments. There are also concerns that money advisers are in 
effea providing a debt recovery service for creditors. 

(i) There are fears that clients who have the potential to make some 
payments would be favoured over those who do not and that, as in the 
United States, middle-income debtors would become the major client 
group of money advice to the detriment of poorer debtors. In this 
context, however, statistics provided by Citizens Advice Scotland 
indicate that for Clydebank Money Advice Unit about eighty per cent 
of clients were making repayments during 1989/90. It Is further 
thought that seeking to have a debt written off, for example, would be 
pursued less often. 

(ii) Those opposed to the United States system consider that they cannot be 
advocates for their clients while being paid direaly by the creditors 
they are negotiating with. They consider that both their clients' and 
the public's perception of the service would be damaged. Finally, 
while client accounts are operated by some money advice services, the 
vast majority seek to get the client to deal with their own repayment 
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schedule, as part of the educative process of handling credit and debt. 
Many advice centres simply do not have the resources to operate client 
accounts. 

(iii) All of these are valid concerns, but are they sufficient to make this 
proposal totally unacceptable'? They are concerns shared by Luther 
Catling who is director of the New York centre. In his view, though, 
counsellors are able to cope with the conflicts - buttressed by the fact 
that all creditors must be treated equally whether or not they are 
contributors to the scheme. He sees the maintenance of independence 
and integrity as being a key responsibility of the Governing Body, 
which is one of the main reasons for insisting on no credit granters on 
his. Particularly now in the recession, they get a substantial number of 
clients who are unable to pay anything at all. Their efforts are then 
directed - as in the United Kingdom - to ensuring that legal rights are 
not infringed and that ail available assistance is tapped. Contributions 
stemming from those who can pay are seen as a vital element in 
enabling the service to help those who cannot. 

(iv) There are two crucial questions. Firstly whether or not advisers are 
able to put to one side the prospect of payment and continue to deal 
with creditors and clients on an equal basis. One view would be that, 
as professionals, advisers should be able to do this and that those who 
run money advice services would have a crucial role in engendering 
this approach. It is certainly possible to conceive of checks and 
balances to ensure that money advisers are, indeed, acting with 
integrity. Secondly, whether money advice services would, or would 
be seen to, have their independence threatened by this system of 
funding or whether struaures and systems can be put in place to 
ensure that this does not happen. 

(v) This kind of funding can be seen as legitimate fees received for work 
done, which need not compromise the real concerns about performing 
debt collection services for creditors. If this form of funding were just 
one part of an overall funding strategy which also raised funds from 
central and local government and other forms of levy, the objeaionsto 
it might be less. The operation of client accounts could be seen as part 
of an aftercare service for people in debt, helping to normalise a 



34 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Funding Mon«y Advioo S«n/ioes 



client's financial situation disrupted by indebtedness. During the time 
a client account operates, there is an argument that creditors should 
pay a fee for money received. 

(vi) Experience from money advice centres operating client accounts 
suggests that clients tike the opportunity to enter into a client account 
service because of the security and reassurance it offers them. 

(d) Cheap and easy to collect? As presently organised, most money 
advice services do not handle payments for clients in the way outlined for 
the United States. However, once agreement has been reached with 
creditors on the amounts to be repaid, they could be asked to set up 
accounts to receive these monthly payments from their debtors. While 
repayments are being made, a proportion (ten or fifteen per cent, say) 
would be paid either to the relevant advice service or to a central body 
responsible for allocating the overall funds which are raised. 

(i) Payments to a central body may be preferable - partly to allow a more 
rational allocation of funds, including to new developments, and partly 
to lessen the contribution-linked-to-repayments conflia for each 
individual bureau. If the client defaults, no further payments to the 
advice service would be made until repayments started again. Clients 
would therefore remain responsible for their own repayments, and 
could opt to conduct their own renegotiations if they wished. In that 
case, no fee would be paid to the service. 

(ii) Whatever the system for charging the creditors, there would need to be 
suitable audit procedures. Where money advice services handle 
clients' money, appropriate systems would be needed to hold it 
securely and to prevent fraud. 

(iii) Since no figures are available for the total repayments arising when 
money advice services are involved, it is hard to give estimates for the 
level of contribution which would be needed to raise £3 million a year. 
However, it has been estimated by the Money Advice Trust that 
specialist money advisers handle some fifty thousand serious debt 
cases each year. At a fifteen per cent contribution, this would require 
repayments of £400 a year on average from each client to generate £3 
million. But even if the level of repayments is insufficient to generate 
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the full level of funds needed at a realistic contribution rate, this 
approach could be used to supplement funds raised through one of the 
other options. 

(e) Politically acceptable? It is likely that the government would favour 
the development of this sort of system on a voluntary basis. Even on a 
statutory basis, it may have more attraaions than some of the other 
options because the industry would at least be seeing some money coming 
in for its contribution. However, of all the options it is likely to be the 
least acceptable to the money advice services. 

Verdict 

There are strong reservations about this option among money advisers, 
especially because they see it as a threat to their Independence and to 
their working methods. But as an option which has a high chance of 
being supported by the industry, it may be worth considering as a partial 
source of funding, on a voluntary basis, to complement a lower level of 
statutory levy. 

6.4 Bonding scheme 

With this scheme any organisation offering credit would be required to 
belong to a bonding scheme before it could do business. A lump sum 
would be put up at the start of each year and held by a body constituted 
for that purpose, or possibly by the relevant trade bodies to which this 
responsibility could be delegated. 

The amount held in the bond is "drawn down" as and when clients make 
use of money advice services. Any amount left in the bond at the end of 
the year would be carried forward to the next year, with the requirement 
from the creditor correspondingly reduced. This proposal bears some 
similarities to the Association of British Travel Agents scheme for tour 
operators to cover firms that go bust. Since the bond would be required 
before a creditor could get into business, this could prevent some poorly 
capitalised creditors from entering the market, which could improve the 
overall quality of lending. On the other hand, this could be viewed as an 
anti-competitive barrier to trade. 
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The size of the bond would depend on the method used for calculating the 
draw-down (see equitablel below), but once the first year's bond had been 
ascertained, future years could be based on the previous year's 
experience. This could be viewed as a direct Incentive to creditors to 
improve their track record on problem debts, although any levy based on 
a creditor's incidence or size of arrears should have the same effect. 

One disadvantage of a draw-down aimed at providing funds for specific 
money advice services is that it raises no new money for the development 
of the service more generally, unless Individual services in turn made a 
central contribution. An alternative - which may also be administratively 
easier - would be for money advice services to gather statistics on usage 
over the year, and for these to be used to draw down an overall lump sum 
which could go to a body charged with allocating the funds. However, 
this approach is not substantially different from a more direct levy based 
on money advice data, so is not analysed in detail. 

(a) Universal? As with the previous option, this approach suffers from the 
distortion of being based on current use of poorly distributed and limited 
money advice services, which could mean that some creditors are not 
caught at all and others may be under-represented. 

(b) Equitable? The problems outlined immediately above would dearly 
affect the equity of the scheme. Beyond that, decisions would need to be 
taken on whether the draw-down relates to the number of problem debts 
for a particular creditor or to their size. 

(c) Independence of advisers? There should be no problems 
compromising the independence of advisers because the draw-down is not 
related to the results achieved. It is worth noting, though, that if the 
draw-down operates by individual money advice services receiving funds 
dependent on their own experience, then advisers would see an 
immediate payback from specific creditors because of the work they are 
doing. 

(d) Cheap and easy to collect? The first requirement would be to set up 
suitable struaures for holding the hundreds of bonds involved In such a 
way that they can be accessed on a secure basis by the money advice 
services on, say, a monthly basis. Access itself will be dependent on 
Information from money advice services, which would need to be 
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computerised and collected in an agreed way. Appropriate checks would 
be required to ensure that valid claims on the bond are being made. All of 
this amounts to a substantial administrative task. 

(e) Politically acceptable? The government may be attraaed to the Idea 
of creditors putting up money which is then used according to the 
creditor's track record on problem debts. It could also have the effect of 
making creditors more prudent in their lending practices. The credit 
industry may consider that, as a bond would be required before a creditor 
could enter Into business, this would be an anti-competitive barrier. 

Verdict 

This approach suffers from the severe drawbacks of being based on money 
advice service information only, and faces some substantial administrative 
hurdles. For the bulk of existing lenders rather than new entrants, the net 
effect would not be very different from a direa levy based on money 
advice service data. 

6.5 Trade association levy 

With this proposal; the responsibility for raising the levy would be 
delegated from the statutory authority to the relevant trade bodies. Broad 
targets for the amounts to be raised from the industry as a whole would be 
decided by the statutory body in consultation with Interested parties. It 
would then be up to the trade bodies to work out how to distribute the 
load. This is not really a new option as it simply passes on to the trade 
bodies the problem of working out how to be least unfair to their 
constituent members. It is therefore not analysed in detail. It would also 
suffer from the problem that not all creditors are members of trade 
associations and some are members of several associations. 

Verdict 

This may have some attraaions for industry, regulators and money advice 
services in so far as it places the vexed question of how to allocate the 
levy firmly with industry bodies. However, the initial distribution between 
trade bodies would remain a difficult area, as would the further allocation 
to individual members - these are problems shifted rather than resolved. 
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6.6 A levy on borrowers 

An entirely different approach to raising funds for money advice would be 
to levy the consumers of credit themselves - the borrowers. A charge 
could be made on each credit transaction or on each account, earmarked 
to fund money advice. This could be viewed as a form of compulsory 
insurance against the risk of needing those money advice services. This is 
consistent with research findings that show that indebtedness is often due 
to unforeseen circumstances. 

This sort of levy has a precedent in the contract levy of £2 charged to the 
purchasers of shares worth more than £5,000, used to finance the Panel on 
Takeovers and Mergers. This is currently run by the Stock Exchange on a 
non-statutory basis, although in practice all who wish to deal must charge 
it. It was preceded by a statutory levy at a lower level. In a full year, the 
levy raises some £4.5 to £5 million (£1 .1 million was raised in the quarter 
to July 1991), involving around two million or so transactions. The money 
is collected from the stockbroker member firms on a quarterly self-billing 
basis. 

In order to assess this option it is necessary to get some idea of the size of 
levy which individual borrowers might face. This would depend on the 
basis used for applying the levy. There are a number of options. 

(a) A flat levy on each credit transaction, whatever its size. 

While full details on the number of transactions for all types of credit are 
not yet available, it is worth noting that in 1990 Visa cards alone were 
used for 396.5 million credit transactions and Mastercard for 296.6 
million. There were some 1.5 million loans for house purchase from 
building societies with another 308,000 from banks in 1 989. When loans 
through finance houses (six million accounts in 1990), mail order, retail 
credit, personal loans from banks and building societies and public utility 
accounts are included, the levy needed to raise £3 million each year on a 
'per transaction' basis would amount to a fraaion of a pence. Indeed the 
very smallness of the levy would make it impossible to collea. 
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(b) A levy on credit transactions over a certain amount. 

This could overcome the problem highlighted above. For example, if £3 
million were the target, a flat levy of 1 Op per transaction would require 
only thirty million transactions - relatively small compared to the number 
of credit card transactions mentioned above. Detailed analysis of the size 
of advances would determine the cut-off point needed to generate the 
thirty million transactions. Alternatively, a sliding scale could be used so 
that larger loans attraaed a higher levy. An example of the sort of scale 
that could be applied is illustrated in Table 6. 



Table 6; Sliding scale levy (for illustrative purposes only) 



Amount of loan 
£ 

1 to 500 
500 to 1000 

1.000 to 5,000 

5.000 and more 



Applicable levy 
£ 

0.00 

0.10 

0.25 

1.00 



On this sort of basis and assuming that the vast majority of loans for house 
purchase and further advances secured on the home would fall into the 
highest category, an amount of well over £2 million would be generated 
from property-related loans alone. However, It is worth considering that 
any consumer resistance to a borrower's levy may be increased by its 
repeated application on a wide range of credit transaaions, although they 
would be small amounts. 

(c) A levy on credit ‘accounts’ rather than on transactions. 

With this approach, the underlying accounts would attract the levy, rather 
than the credit transactions. So for example, each credit card account 
would be levied on a once-a-year basis, as would each utility account. 
One-off agreements (for example a bank personal loan or a new mortgage) 
would attract the levy at the time they were set up. Table 7 gives a rough 
indication of the number of accounts which might be levied for certain 
types of credit. In very broad terms, some 1 00 million accounts would be 
involved, concentrated on the utilities and credit cards. In order to 
generate £3 million, a levy of just 3p per account would suffice, although 
of course the majority of households would face number of levies for their 



40 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Funding Money AcMoe Services 



different forms of credit. Even if each household had to pay the levy under 
each of the headings in the table, it would still amount to only 50p or so. 
(The remaining columns in the table are dealt with under EquitabJe? 
below,) 



Table?: Levy based on each ’account’ 



Type of account 


no. of 
accounts 
(millions) 


% of total 
from 
Tables 2&3 
% 


levy per 
account 

P 


Credit cards 


(eg Visa, Mastercard) 


24 


7.0 


1 


New mortgages 


Building societies 


1.5 


22.4 


45 


Banks 


0.30 


4.8 


47 


Utilities 


Gas 


17 


3.3 


1 


Electricity 


22 


4.0 


1 


Other loans 


Finance house loans 


6 


9.8 


1 


Malt order 


18 


2.8 


1 



How does this approach match up to the “ideal" requirements? 

(a) Universal? It is important to bear in mind that this is not a levy on the 
industry but a charge to the consumers of credit. As such, the aim should 
be to attach the levy to all transactions where a consumer may end up in 
debt and in need of money advice. If the levy were only applied to 
conventional credit transactions, the utilities would not be caught. Using 
the “levy on each account" basis they could easily be accommodated 
although on a "transaction basis" a proxy for the credit involved would 
have to be devised. 

(b) Equitable? It could be argued that It is as important to achieve equity 
of distribution for the borrowers' levy as it is with a creditors' levy. A flat 
amount on each transaaion would penalise the 'little and often' type of 
credit transactions. An ad valorem levy or one on a sliding scale would 
have similar objeaions to the "amount outstanding" basis used by the 
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Money Advice Trust. A levy based on each account would also not reflect 
the likely incidence of problem debts arising from different sources of 
credit. However, it should be remembered that the amounts involved for 
each consumer are relatively small in size, so it could be argued that 
equity could be sacrificed to praaicality. 

The application of the levy could be refined beyond using figures for the 
number of credit transaaions of accounts. For example, the levy for each 
seaor could be linked to the cash arrears in each seaor, as discussed in 
paragraph 5.3.1 . In Table 5 the two columns on the right Illustrate the 
effea this would have on the levy per account. The figures are indicative 
only, because of the incompleteness of the information available and the 
approximations that have been made. But the table does show a quite 
dramatic effect where a building society or bank mortgage customer could 
face a levy of 40p to 50p compared to a charge of just Ip for the utilities. 
This compares with a levy of around 3p per account where no adjustment 
is made. But even 50p may be viewed as acceptable by a consumer about 
to take out a substantial loan for house purchase. 

(c) Independence of advisers? This should create no problems since the 
levy would be at arms length from the service. 

(d) Cheap and easy to collect? On the face of it, this option could seem 
an administrative nightmare involving millions of transaaions or accounts 
to be levied. However, all the creditors involved would already be 
colleaing money from their customers. They would therefore aa as 
colleaing agents, using their existing administrative systems to make the 
charge to customers and passing on the funds to the allocating body, say 
on quarterly basis. Some creditors might even seek a competitive 
advantage by choosing to pay the money themselves, to show their 
support of the money advice services. Auditing the amounts paid and 
liable should be relatively straightforward since each creditor's systems 
should carry the basic data on accounts and transaaions. 

(e) Politically acceptable? On the basis that the consumer is paying for 
the end-service being funded, this proposal may well be attraaive to the 
government. There are clear precedents, both in the share purchasers' 
contraa levy described above and in the £1 levy per passenger entering 
the UK currently being discussed by the Civil Aviation Authority to fund 
the aftermath of the collapse of an airline. 
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Verdict 

Detailed work would be needed to establish the best way of applying such 
a levy, although on the face of it, a 'per account' basis would be the most 
straightforward. If equity is to be achieved through the application of a 
cash arrears weighting for each seaor, then the problems we have already 
outlined about getting the data would apply. However, even on a flat 
amount basis, the levy per account or transaaion would be relatively 
small. Administrative problems should be surmountable, given the 
existing arrangements for collecting money from borrowers. The most 
fundamental objeaion might be that the consumer rather than the industry 
is paying. However, the industry would pay for the administrative costs of 
the scheme. Even with a levy paid directly by the industry, the consumer 
will ultimately pay except to the extent that the levy may be funded out of 
shareholders' profits. The benefit of this option is that any charges are 
transparent. Also, the existence of a borrower's levy in no way precludes 
a creditor's levy running in parallel, possibly matching it in size. 
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7. Conclusions 

This paper has addressed two key questions: 

□ How could a levy - voluntary or statutory - be allocated on an 
equitable basis among those involved in granting credit? 

□ What method of raising the funding approximates most closely to an 
ideal scheme? 

The solution to the first question would necessarily feed into a number of 
the options analysed in the second. On balance, a method of allocating 
the levy in proportion to the total cash arrears for each creditor appears to 
be the most equitable solution. Industry-generated figures would be the 
best source for calculating this allocation. They would be the least costly 
to assemble, avoid the distortions likely to be present in money advice 
statistics, and most likely to be accepted as accurate by the creditors 
involved. However, there remain substantial hurdles - of definition, in 
terms of the statistics which would be needed, and of commercial 
sensitivity about information which is not currently in the public domain. 

Of the various methods to raise the levy, three are really variants on a 
theme - an addition to the consumer credit licence, a direct statutory levy 
on credit-granting institutions and a trade association levy. Once the 
political will to require a statutory levy is there, any one of these routes 
may be acceptable. The bonding scheme incorporates the novel feature of 
requiring the money up-front and fosters the impression that the amount a 
creditor has to contribute lies more within its own control. However, the 
contribution at the end of the day may not be very different from the 
previous three methods. It suffers both from administrative drawbacks and 
the fact that it is based on the use of the existing money advice services. 

The United States approach, receiving a contribution from a creditor 
which is a proportion of the amount repaid, may not be acceptable to 
money advisers. However, if it were just one method of raising some of 
the funds for money advice it may merit further consideration. If the 
industry were prepared to embrace this approach wholeheartedly and 
recognise that it did not necessarily give them greater control over money 
advice services, the funding of money advice could be put on a firmer 
footing. 
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A credit transaaion levy offers an entirely different approach where the 
consumers of credit, some of whom will become the consumers of the 
money advice services, become the source of funds for those services. 
Industry would pay the administrative charges of the scheme. In so far as 
the consumer would pay ultimately under any of the options, the argument 
that this option lets the industry off the hook is not a strong one. It would 
not preclude the continuance of voluntary funding from the credit industry. 
However, if a praaicable method of operating such a levy could be 
devised, and if consumers were prepared to pay this levy - as a form of 
insurance against future need for money advice services - it may prove to 
be a route out of the funding crisis. 

Indeed the best solution may be a mixed one. Funding from central and 
local government could be added to by a combination of a statutory levy 
and a levy on borrowers. This would mean that the disadvantages of any 
one system would have a more limited impact while the strengths of the 
different approaches could be used to maximum benefit. 

Finally, while the imposition of a statutory levy would clearly bring 
welcome relief to the hard-pressed money advice services, it would not be 
without its costs. A measure of autonomy would be lost, the need for stria 
accountability for the funds may place constraints on how they are used, 
with unwilling creditors always at the ready to criticise a service. 
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Appendix: Facts and figures/Further reading 

1. Consumer use of credit 

Using credit is an important part of many consumers' buying and 
budgeting behaviour - and one which has shown a dramatic increase over 
the last decade. 

Not surprisingly, the growth in outstanding credit has been matched by an 
increase in the different types of credit used by consumers, and the 
number of consumers who make use of credit at all. The major study 
published recently by the Policy Studies Institute gives a comprehensive 
picture of consumer credit use in the UK in 1 989. It also provides 
estimates, based on earlier studies, of the changes in that use over the last 
two decades. 

Table 8 shows how dramatically the use of consumer credit has increased 
- more than threefold for the use of any credit facility, and more than 
tenfold for use of three or more facilities. Four per cent of the respondents 
in 1989 had seven or more credit commitments in the previous year. Even 
when use of credit was defined as credit commitments outstanding at the 
time of the interview, around half of the survey in 1989 had such current 
commitments. The average cost of servicing these current commitments 
was £25 a week - around 12 per cent of the households' net incomes. 

On average, households had 2.8 credit commitments each, giving a total 
of about 44 million for the UK as a whole in 1989. Twenty per cent of 
households - some 4.3 million - had four or more commitments. 



Table 8: The increasing use of credit, 1 969 to 1 989 





Use any 


Use three or more 




credit 


facilities 


1969 


22% 


3% 


1979 


49% 


10% 


1989 


73% 


33% 



Source: Credit and Debt in the United Kingdom, working paper 1 , 

Policy Studies institute, 1990 
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Use of credit varied with age, with people aged 30 to 39 being the 
heaviest users (both in terms of the proportion using any form of credit at 
all and of the number of credit commitments they had). Credit use fell 
with age, with pensioner households making a significantly lower use of 
credit (though still higher than in the earlier studies). Table 9 summarises 
the data. 



Table 9: Extent of credit use by age group, all households. 



Age of head of 
household 


per cent using 
any credit 


mean no. of commitments 
for those using credit 


Up to 29 


86 


3.06 


30 to 39 


91 


3.33 


40 to 49 


88 


3.22 


50 to 59 


84 


2.37 


60 to 69 


55 


2.05 


70 or over 


37 


1.36 


Average 


73% 


2.77 


There was a more marked variation in the use of credit by income - with 


virtually all the households 


in the highest income category using some 


form of credit, anc having twice as many credit commitments as those in 


the lowest income group. 




Table 10: Extent of credit use by income group, non-pensioner households only 


Net weekly 
income 


per cent using 
any credit 


mean no. of commitments 
for those using credit 


up to £100 


69 


2.09 


£100 to £150 


77 


2.37 


£150 to £200 


84 


2.58 


£200 to £250 


82 


2.82 


£250 to £300 


88 


3.04 


£300 to £400 


96 


3.35 


£400 or more 


96 


4.07 


Average 


86% 


3.02 



Source: Credit and Debt in Britain: First Findings, Policy Studies Institute, 1990. 
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Paradoxically - given the increasing use of credit - people were more 
cautious about the use of credit in 1 989 than ten years previously. Table 
n shows a comparison of views in 1989 with those expressed in a survey 
conducted by the National Consumer Council in 1979. 

Table 1 1 : Consurners’ attitudes to credit, 1 989^nd 1 979 





1989 


1979 


Never a good thing 


43% 


29% 


Occasionally necessary 


37% 


43% 


A convenient way of buying 


12% 


20% 


A sensible way of buying 


6% 


6% 


No answer 


2% 


2% 



Source: Credit and Debt in Britain: First Findings, Policy Studies Institute, 1 990 

and Consumers and Credit, National Consumer Council, 1980. 



2. Problems with credit 

The increasing use of credit - a valuable tool for the majority of consumers 
- has not been without its casualties. 

Tables 12 and 13 show the incidence of debt by age group and by income 
group. The incidence of debt by age followed the pattern for the 
incidence of credit (see Table 9 above) apart from the faa that the 
youngest age group - those under 29 - showed a higher incidence of debt 
than the next age band (30 to 39) despite the faa that they had fewer 
credit commitments. However, in the case of income, the situation as far 
as debt was concerned was very different from the use of credit. Table 1 0 
has shown that the better-off used more credit than the poorer 
respondents; but when it came to debt, the poorer households 
experienced the most difficulties. 

The Policy Studies Institute calculated a "risk of debt" for each of the 
different categories of debt they had identified. This related the incidence 
of problem debts in its survey to the number of respondents who had such 
a commitment. The results are in Table 14 and show the marked 
differences between different types of debts - with rent arrears topping the 
bill. 
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Appendix: Facts and figures 



Table 12: Incidence of debt by age group, all households 



Age of head 


per cent with 


mean no. 


of household 


debts 


of debts 


up to 29 years old 


24.0 


0.47 


30 to 39 


16.6 


0.34 


40 to 49 


13.3 


0.25 


50 to 59 


6.3 


0.11 


60 to 69 


4.4 


0.07 


70 or over 


1.4 


0.02 


Average 


11.3% 


0.22 



Table 13: Incidence of debt by income group, all non-pensioner households 



Net weekly income 


per cent with 


mean no. 




debts 


of debts 


up to £100 


27.8 


0.56 


£100 to £150 


24.8 


0.51 


£150 to £200 


14.8 


0.27 


£200 to £250 


10.5 


0.22 


£250 to £300 


11.1 


0.22 


£300 to £400 


8.4 


0.15 


£400 or more 


3.1s 


0.05 


Average 


14.6% 


0.29 


Table 14: Risk of problem debts 




credit commitment 


% 




rent 


16.2 




mortgage 


3.1 




rates/poll tax 


2.9 




gas/electricity 


2.2 




other expenses 


1.9 




overdraft 


8.0 




loans 


5.0 




HP/instalments 


4.0 




mail order 


3.3 




borrowings 


2.6 




credit/store cards 


1.9 





Source: Credit and Debt in Britain: First Findings, Policy Studies Institute, 1990. 
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3. Money advice 

Parallel with the growth of credit, there has been a growth in the provision 
of money advice services offering help to those who face debt problems. 
Having said that, the growth has been from a small base and the current 
level of provision is still woefully inadequate. 

3. 1 Provision of money advice 

A recent study by the National Consumer Council identified the level of 
provision, shown in Tables 15 and 16. 

The NCC analysis suggests that there are around 290 full-time equivalent 
debt advice workers in the UK including approximately 290 part-time 
unpaid workers (volunteers) contributing the equivalent of 47 full-time 
workers. In turn, the Money Advice Trust's business plan suggests that 
there are about 350 full-time money advisers. 

Table 15; Debt advice provision in the UK, voluntary sector: the number of voluntary 
sector advice agencies responding to a survey on the provision of debt advice services and 
the number of staff (full-time equivalent). 

Scotland England Northern Total Staff 

& Wales Ireland for UK (full-time 

equivalent) 



money advice centres 

doing predominantly 

casework/front-line 

debt advice 2 

specialist money 

advice support units (MASU) 1 

generalist agencies 

with paid/unpaidspecialist 

debt advice workers 20 

specialist agencies with 
paid and/or unpaid specialist 
debt advice workers nfa 

generalist agencies with 
no paid and/or 
unpaid specialist debt 
advice workers 33 



4 

18 



166 



5 



373 



0 6 23 

0 19 38 

3 189 130 

2 7 n/a 

65 471 0 



Source: Debt Advice Provision in the United Kingdom, National Consumer Council, 1 990 

and Report of the Money Advice Funding Working Party, Appendix 3, 1990. 
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Appendix: Pacts and figures 



Table 16: Debt advice provision in the UK, statutory sector 

Scotland England Northern Total Staff 

& Wales Ireland for UK (full-time 

equivalent) 



money advice centres - ^ 

doing predominantly 

casework/front-line 

debt advice 4 6 0 10 

specialist money 

advice support units (MASU) 10 0 1 

generalist agencies 
with paid & unpaid 

specialist debt advice workers 6 23 0 29 

Source: Report of the Money Advice Funding Working Party, 1 990. 



3.2 Caseloads and costs of money advice 

The Money Advice Trust business plan estimated that a fully experienced 
and trained worker is capable of handling two or three serious cases a 
week, and that an average case takes around 1 8 hours to handle. The 
existing money advice workers can therefore handle around 100 to 150 
cases a year or around 30,000 to 50,000 cases in all. It further estimated 
that it costs about £25,000 a year (inclusive of salaries, support staff, 
accommodation costs and expenses) to fund each adviser. 

On the demand side of the equation, it has been shown earlier that the PSl 
study identified some 560,000 households in Britain with problem debts 
with three or more creditors and therefore potential customers for money 
advice services. The Money Advice Trust business plan estimated that 
there was a tenfold shortfall in the provision of money advice services to 
people in serious debt. 

3. 3 Existin g funding of money advice 

Current levels of funding have been estimated by the National Consumer 
Council and are shown in Table 1 7. It can be seen that the contribution 
from the private sector stands at some 16 per cent - substantially lower 
than could be hoped. 
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Table 17: Sources of f unds for money advice in England and Wales, 1989 





£ 




% 


local authorities* 


709,845 




50 


urban programme 


275,443 




19 


NACAB/local authority 


102,995 




7 


community programme 


12,800 


- 


1 


charitable trusts 


56,370 




4 


private sector** 


230,000 




16 


other 


40,150 




3 


Total *** 


£1,427,603 




100% 



Notes: * Does not include contributions to local generalist advice services 

(which may be used to fund specialist money advice), and is therefore 
an underestimate of local authority provision. 

** Private sector funding was estimated in November 1 989 to be £365,900 
(excluding a Nat West grant to NACAB of £250,000 over three years 
for money advice training). 

*** Does not include latest estimates of the money raised by the 
Money Advice Trust. 

Source: Credit and Debt : The Consumer Interest, National Consumer Council, 1 990. 
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Money Advice Services, by T. Hinton and R. Berthoud, PSI, 1988. 
Credit and Debt in the UK, PSI Working Papers 1-5, 1990. 

National Association of Citizens Advice Bureaux 

The Finance Industry and Money Advice - Committed or Not?, by Bill 
Stephens, NACAB, 1 989. 

Money Advice Trust 

Summary Business Plan, Registry Trust Ltd, March 1991. 

Report of the Money Advice Funding Working Party, January, 1990. 
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